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SUPPLY & DEMAND . MOVING AHEAD

Following firm consumer beef demand during the year-end holidays, the
composite cutout value moved significantly lower last week, primarily due to a
major downward correction in rib values (see GRAPH below). Beef demand
normally turns sluggish after the Christmas/New Year period, and analysts
note that retail beef prices were record high in December. U.S. consumers
tighten their belts at the beginning of the New Year as shopping & annual tax
obligations grow closer. High rib values, along with those of chuck rolls, have
been supporting the overall USDA CHOICE cutout value through much of the
year, with prices of other items including short plates, flanks, beef trimmings
and - to some extent - the loin, coming under pressure over last fall and winter.
At the end of last week, the cutout had fallen below year-ago levels, and hit the
weakest level since February of last year. Given last week’s free fall in
wholesale beef prices, many will be carefully watching how prices settle by the
end of this week as cattle slaughter resumes a normal schedule. Packing plants
are getting pinched between falling beef prices and rising live cattle prices, the
latter which have bounced upward following their December low. Last Friday,
live fed cattle values closed higher for the 3 consecutive week, with Nebraska
fed live cattle values averaging roughly U.S. $1.75/1b., up from the $1.70 range
two weeks earlier. A major storm is passing through all of U.S. cattle country
this week, providing much needed moisture to pasturelands, especially to the
Southern Plains, including Kansas, Texas & Oklahoma. Any improvement in
southern grasslands will allow for more summer grazing, which will slow
placements of cattle into feedlots. Fed cattle futures seesawed last week, but
ended up as analysts expect feedlot inventories to tighten through the spring as
the industry works through the current supply bubble (see MOVING AHEAD
next column). U.S. beef export & new sales activity during the Christmas week
(Dec 22-28) was particularly strong, with large shipments to Mexico, Canada,
China & Korea. Nevertheless, weekly USDA data showed U.S. beef export
tonnage (muscle cuts) finished the year -14% from the pace of 2022.
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Beef Choice Beef Cutout Value: 8/1/2024 - US$278.83/cwt. (-4% from
18/12/2023)

Wholesale pork prices rose during the 1st week of the year, buoyed by a sharp
gain in spot belly prices and continued firm export ham demand. Buyers began
locking down belly supplies early for the high demand season. The U.S. pork
industry is also hoping 2024 exports stay strong after a solid 2023
performance. Weekly U.S. pork export activity drifted lower during December,
but 2023 volumes shipped to all destinations through December 28t were +5%
YOY. Export data for markets excluding Mexico and Japan show encouraging
gains last year in purchases of U.S. pork loins, butt, and ribs, helped by a 23%
YOY increase in shipments to Korea. Despite robust exports, last year was
difficult for U.S. pork producers with losses throughout the sector (see MOVING
AHEAD next column). Although wholesale pork prices firmed last week, lean
hog futures ended lower last Friday, with the nearby February lean hog
contract dipping to a new contract low.
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SIAL, Shanghai: May 28-30, 2024

Analysts are parsing 2 important USDA reports issued over the holiday
period for clues about the direction of 2024 U.S. cattle and hog markets.
Cattle: the latest (Dec 22) Cattle on Feed (COF) report showed the total
number of cattle in feedlots as of last Dec 1 was still high at 12.006 million
head, up 2.7% YOY & just slightly below the record Dec 1, 2007, COF total.
Feedlots continued to buy cattle for feeding at higher rates than predicted
during November, while the flow of cattle to packing plants during the
month was -7.5% the pace of the same month a year earlier. As a result, an
unanticipated bubble in feedlot inventories has developed as evidenced by
the record inventory of front-end cattle (COF over 150 days); despite the
overall U.S. herd contraction, the number of front-end fed supplies on Dec 1
was +305K head from Dec 1, 2022. Three years of drought conditions in
many of the main cattle producing areas have forced cow-calf producers to
liquidate, leading to a higher-than expected flow of cattle into feedlots, but
setting up the market for tighter supplies later when foraging conditions
improve. High cattle prices have also helped push cattle into feedlots; at the
beginning of December, prices for 500-600-pound steer calves stood at
about $270/cwt. (100 pounds liveweight), $80 higher than a year earlier,
and a $100 higher than the 5-year average from 2017-2021. Looking ahead,
market optimists hope the cyclical climate shift to El Nino weather patterns
will result in wetter weather in the cattle-concentric Southern Plains, which
could stimulate the retention of heifers & the beginning of significant herd
rebuilding. When this starts, the supply of cattle outside of feedlots will
grow even tighter.

Swine: USDA’s quarterly hogs report also published Dec 22 showed the
December 1 U.S. inventory of all hogs and pigs at 74.97 million head,
roughly equal to a year earlier. This was higher than predicted, given that
the sow herd of 5.999 million head was 3.3% below the 12/1/2022 level. In
short, producers reduced farrowings last year, but the market hog pipeline
remained flush due to a large increase in average pigs saved per litter. To be
precise, for the Sep-Nov 2023 quarter, average pigs per litter reached 11.66,
3.9% higher than the same quarter a year earlier, and offsetting the 4%
decline in farrowings. Strong U.S. pork export demand through the year
could not provide enough support to keep producers in the black, with
bellwether Iowa hog producers averaging losses of approximately
$22/head over the last 13 months. Analysts at this point believe 2024 hog
slaughter could be higher this year - and live hog prices lower - unless
producers undertake more aggressive sow culling.

TRADE

China’s total beef import volume of 2.534 million tons through November
2023 was up 1.9% over 2022’s pace, but lower per-ton import prices
suggest beef demand in China remains sluggish. One segment of the import
market that has continued to grow this year is chilled beef. Imports
through November of approximately 68K tons were up 19% YOY, with the
full chilled volume for the year likely to set another record. China’s chilled
beef imports as a % of total imports are still very low at less than 3%. That
compares to ratios of 39%, 21% & 21% for Japan, Korea, and Taiwan
respectively. Given that a large majority of China’s beef imports are sourced
from South America (SA) - a long sea journey from Chinese ports - the ratio
of chilled imports to all beef may not match that of its neighbors that import
less SA product. But even if the chilled ratio reached 10%, China would be
the largest chilled beef import market in Asia. The continued opening in
China of retail club stores (e.g., Sam’s, COSTCO) is helping to fuel chilled
import growth, but more Chinese restaurants are also purchasing chilled
product. The U.S. will emphasize more chilled beef promotions in China in
the coming years, recognizing the growing capabilities of importers to
handle chilled beef, and to some extent, customs clearance times at ports
that are shorter than just several years back. With 90+ day shelf lives, and
30-day shipping times, U.S. product arrives fresh and carries the bonus of
accumulating additional tenderness through the wet-aging process that
occurs during its sea journey.
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